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REPORT OF THE DIRECTORS 
OF 

AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY. 


New York, March 12,1917. 

To the Stockholders: 

Herewith is respectfully submitted a general statement 
covering the business of the Bell System as a whole, 
followed by the report of the American Telephone and 
Telegraph Company, for the year 1916. 

To understand the actual operations of the telephone 
service as given by the American Telephone and Tele¬ 
graph Company and associated companies, as a whole, 
the combined revenue and expenses and balance sheet 
must be considered. 

The associated companies are the operating units, and 
their statements cover the actual operations in their re¬ 
spective territories; while the American Telephone and 
Telegraph Company is the central administration, the 
finan c in g, developing and supervising administration. 
In its statements of earnings and expenses, the gross 
revenue is from: dividends and interest upon capital 
invested in the business through the associated com¬ 
panies; payments of the associated companies towards 
the maintenance and expenses of the central adminis¬ 
tration; net revenue of the long-distance lines; and 
miscellaneous. Its expenses cover only the central ad¬ 
ministration of the whole system, and none of the 
telephone service operating expenses. 
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Combining the accounts and excluding all duplications 
and inter-company matters—including interest, dividends 
and other payments to the American Telephone and 
Telegraph Company by the associated companies—the 
actual operations of the service, the actual revenues and 
expenses, are thereby shown. 

This explanation is made that there may be no excuse 
for misstating the costs and profits of the telephone 
service. 


BELL TELEPHONE SYSTEM IN THE 
UNITED STATES. 

SUBSCRIBER STATIONS. 

At the end of the year the number of telephone stations 
which constituted our system in the United States was 
9,847,192, an increase during the year of 695,971, of which 
increase 577,380 were owned by the Bell companies and 
118,591 were Bell connected stations. Of the total 
number of stations in the system 6,545,490 were owned 
and operated by Bell companies and 3,301,702 by local, 
co-operative and rural independent companies or as¬ 
sociations having sublicense or connection contracts; the 
so-called connecting companies. 

THE WIRE SYSTEM. 

The total mileage of wire in use for exchange and toll 
service was at the end of the year 19,850,315 mil es, of 
which 1,344,770 were added during the year. Of the total 
mileage 17,167,405 miles were exchange wires and 2,682,- 
910 miles were toll wires. Ninety-three per cent, of the 
total wire mileage is copper wire. 11,468,525 miles, or 
58 per cent, of the mileage, including 760,160 miles of 
toll wires, is in underground cables, and this percentage 
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; steadily increasing. The underground conduits repre- 
;nt a cost of $101,100,000 and the cables in the conduits 
121,900,000, a total in underground plant of $223,000,000. 
Attention was called last year to the mileage of “phan- 
>m circuits.” During 1916,25,153 miles of “phantom 
rcuits” were added, making 221,994 miles of these 
phantom circuits” at the end of the year. These are 
dditional service circuits which can be superimposed on 
fdinary circuits when there are at least two continuous 
rcuits (four wires or more) for considerable distances, 
ad represent one of the many economic as well as 
ficient innovations introduced in the Bell System, and 
aly possible in a system where there must be a large 
umber of continuous circuits between distant points.. 
The wire mileage owned and operated by connecting 
jmpanies is not included in any of these figures. At 
re end of the year the approximate mileage of connecting 
impanies’ toll wires was 420,000 miles, which added to 
le 2,680,000 miles of toll wires operated by the Bell 
nnpanies, makes a total of over 3,000,000 miles of such 
ires bringing together in one comprehensive, inter- 
• mvmnni eating system all the cities and towns and 
ractically all of the rural communities throughout the 
'nited States. 


TRAFFIC. 

Including the traffic over the long-distance lines, but 
pt including connecting companies, the daily average 
! toll connections was about 890,000, and of exchange 
mnections about 28,530,000, as against corresponding 
Tures in 1915 of 819,000 and 25,184,000; the total daily 
mrage for 1916 reaching 29,420,000, or at the rate of 
3 out 9,789,700,000 per year. This is an average of 
aproximately 100 calls per year for every man, woman 
id child in the United States. 



PLANT ADDITIONS. 


The net amount added to plant and real estate by a) 
the companies, excluding connecting companies, con 
stituting our system in the United States during th 
year 1916 was $66,224,728, distributed as follows: 


Real Estate. 

Equipment. 

Exchange Lines. 

Toll Lines... 

Construction Work in Progress, etc 


$ 4 , 632,272 
16 , 138,004 
25 , 601,588 
10 , 403,936 
9 , 448,928 


$ 66 , 224,728 


PLANT ADDITIONS OP PREVIOUS TEARS. 

The net amounts added in seventeen years have bee 
as follows: 


1900 . $ 31 , 619,100 

1901 . 31 , 005,400 

1902 . 37 , 336,500 

1903 . 35 , 368,700 

1904 . 33 , 436,700 

1905 . 50 , 780,900 

1906 . 79 , 366,900 

1907 . 52 , 921,400 

1908 . 26 , 637,200 


1909 .$ 28 , 700,100 

1910 . 53 , 582,800 

1911 . 55 , 660,700 

1912 . 75 , 626,900 

1913 . 54 , 871,900 

1914 . 50 , 045,300 

1915 . 32 , 863,700 

1916 . 66 , 224,700 


making a total for the seventeen years of $796,048,900. 


MAINTENANCE, DEPRECIATION AND RECONSTRUCTION. 

During the year $84,906,000 was applied out of revemi 
to current maintenance and depreciation, an increas 
of $8,846,000 as compared with 1915. Current mair 
tenance increased $3,752,000, averaging 3.9 per cent, o 
the average plant in service, which compares with 3, 
per cent, in 1915. 

The provision for depreciation of plant during tl 
year was $49,983,000, an average of 5.6 per cent, of tl 
cost of plant and an increase over 1915 of $5,094,300. 

Plant which originally cost about $44,000,000, bi 
which had reached its limit of serviceable life, was remove 
and replaced by new and improved construction, or sol< 
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as compared with $42,000,000 in 1915. After deducting 
this amount less, salvage from the provision for deprecia¬ 
tion, the balance, about $25,000,000, increases the re¬ 
serves for such depreciation and obsolescence, which 
must be provided for out of current expenses, but cannot 
be currently determined or expended. As stated in 
last year’s report, it is the continuing policy of the Bell 
System to provide out of earnings each year such amounts 
as represent the estimated wear and tear, obsolescence and 
inadequacy of plant accruing during that year, so that 
when any plant comes to be retired sufficient reserve 
has been gradually acquired to meet the loss of capital 
due to such retirement. This is the sound and con¬ 
servative policy for the protection and guaranty of the 
future of the plant, and it is the only way by which 
telephone users pay for the wear of the plant incident to, 
or concurrent with their use, instead of passing this cost 
on to the future users. Lack of recognition of this 
principle has caused many failures in all industries, and 
particularly in the telephone business. This principle is 
now generally accepted and the practice is firmly estab¬ 
lished by the accounting rules of the Interstate Commerce 
Commission and the various state commissions. 

GROWTH AND PROSPECTS. 

The general and unprecedented business activity of 
the country during the past year has thrown on the 
Bell System a heavy burden of traffic, taxing our facilities 
to the utmost and necessitating the rapid increase of 
those facilities which is indicated by the statistics. 

It was stated in last year’s report that during 1916 we 
should carry on the work of new construction on about 
the same scale as experience had shown was advisable 
during normal times. The program called for additions 
to plant aggregating about $57,000,000, and an expected 
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gain of about 400,000 subscriber stations. The actual 
additions cost over $66,000,000, and the stations in¬ 
creased by over 577,000. This is the largest gain ever 
made in any year and the increase in traffic was greater 
than in any previous year. The toll wire mileage added 
also exceeded any previous year. 

The continued policy of the Bell System mentioned 
in several previous reports is to construct in advance of 
actual needs, partly to provide for emergencies and 
partly for economical reasons to avoid frequent recon¬ 
struction. This policy has justified itself many times 
over during the past year. Even under the most favor¬ 
able conditions the rush of new subscribers and the rapid 
increase in traffic would have been difficult to provide 
for. But in 1916 not only did the prices for raw materials 
average almost double their normal cost, but at times it 
was not possible to get them in the quantities required. 
In these circumstances the advance construction in 
cables, buildings and switchboards was of prime im¬ 
portance as it enabled us to meet demands, which could 
not otherwise have been met. Notwithstanding the 
great increase in cost of materials the average investment 
per station decreased during the year from $149 to $146. 
In consequence of this absorption into service of the 
surplus plant, the program of construction during 1917 
must not only meet the expected growth in stations 
but must also provide for the restoration of the normal 
plant surplus in whole or in part. 

Without these provisions for future growth and de¬ 
mands, the companies could not have provided for the 
traffic which was offered. As it was, the quality of the 
service was at times and in some places not quite up to 
the high standard set in recent years, yet at no time and 
at no place did it break down, and by the end of the 
year it was on substantially a normal basis. 

The prospects for the current year indicate a con¬ 
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tinuing station gain and a heavy traffic. To provide for 
growth and restore normal surplus plant and necessary 
advance construction our estimates of additions to plant 
during the year aggregate about $90,000,000, by far the 
largest program ever undertaken, but necessitated by 
the conditions as we now see them. 

The funds for these expenditures have already been 
provided by the new financing explained elsewhere, and 
the construction work is proceeding rapidly. 

OPERATING RESULTS. 

The American Telephone and Telegraph Company and 
associated companies constitute one operating entity, 
and to understand or correctly determine the actual costs 
and charges of the telephone service and the ultimate 
distribution of the revenue, their accounts must be 
consolidated. 

The following tables show the business for the year 
of the Bell Telephone System including the American 
Telephone and Telegraph Company and its associated 
holding and operating companies in the United States, 
but not including connecting independent or sub-licensee 
companies, or the Western Electric Company except as 
investments in and dividends from those companies are 
included respectively in assets and revenue. All inter¬ 
company duplications are eliminated in making up these 
tables so that the figures represent the business of the 
system as a whole in its relations to the public. 

The statement of earnings and expenses is presented 
this year in the form called for by the Interstate Com¬ 
merce Commission’s accounting system. In round figures 
the total operating revenues of the Bell System were 
$264,600,000, an increase of $30,151,000 or 12.9 per 
cent, over last year. Of these revenues depreciation and 
maintenance consumed $84,556,000, an increase of $8,- 
797,000 over 1915 or 11.6 per cent.; traffic expenses 


consumed $53,749,000, an increase of $7,963,000 or 
17.4 per cent.; commercial expenses, $25,699,000, an 
increase of $2,116,000 or 9.0 per cent.; general and 
mis cellaneous expenses, $11,902,000, an increase of 
$853,000 or 7.7 per cent.; taxes assignable to operations, 
$14,916,000, an increase of $1,915,000 or 14.7 per cent. 

Including $215,000 taxes not assignable to operations 
the total taxes were $15,131,000, which is 1.70 per cent, 
on the outstanding capital obligations. There were net 
non-operating revenues of $7,080,000, made up chiefly 
of interest, dividends and rents received less taxes and 
minor expenses connected therewith. The “total gross 
income,” using the term officially provided by the Inter¬ 
state Commerce Commission, was $79,353,000, an in¬ 
crease of $9,787,000 or 14.1 per cent, over 1915. Out of 
this $22,114,000 was paid for interest, rents, etc., leaving 
$35,160,000 for dividends and over $22,000,000 to be 
carried into surplus. 

As will be explained elsewhere, approximately $6,000,- 
000 was paid to the employees as additional compensation 
to cover the abnormal working and other conditions of 
the year. This payment was made late in the year, and 
should have been a charge against the expenditures of 
the year, as it covered construction, reconstruction, opera¬ 
tion and all branches of the service, but it could not be 
allocated without restating the accounts of the whole 
year. The amount has therefore been charged against 
general surplus. 

The total capitalization, including inter-company items 
and duplications but excluding reacquired securities of 
the companies of the Bell System, is $1,497,760,616. Of 
this, $608,333,979 is owned and in the treasury of the com¬ 
panies of the Bell System, and is represented to the public 
by the outstanding securities of the American Telephone 
and Telegraph Company and associated companies. 

The capital stock, bonds and notes payable of the 
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Bell Telephone System in United States. 
COMPARISON OF REVENUE AND EXPENSES, 1915 AND 1916. 
(all duplications including interest, dividends 

AND OTHER PAYMENTS TO AMERICAN TELEPHONE AND 
TELEGRAPH COMPANY BY ASSOCIATED COMPANIES 
ARE EXCLUDED.) 

1915 1916 Increase 

1169,155,944 $188,888,149 $19,732,205 
62,929,980 72,971,668 10,041,688 

2,338,431 2,715,463 377,032 

Total Operating Revenues $234,424,355 $264,575,280 $30,150,925 

$ 44,586,841 $ 49,631,966 $ 5,045,125 
31,171,272 34,923,549 3,752,277 

45,785,432 53,748,707 7,963,275 

23,583,274 25,698,913 2,115,639 

11,049,191 11,902,470 853,279 

Total Operating Expenses. $156,176,010 $175,905,605 $19,729,595 
Net Operating Revenues.. $ 78,248,345 $ 88,669,675 $10,421,330 


Uncollectible Revenues. $ 1,703,210 $ 1,480,502 $222,708* 

Taxes.. 13,001,903 14,916,448 1,914,545 

Operating Income. $ 63,543,232 $ 72,272,725 $ 8,729,493 

let Non-Operating Revenues. 6,022,932 7,080,384 1,057,452 

Total Gross Income. $ 69,566,164 $79,353,109 $ 9,786,945 

lent and Miscellaneous De¬ 
ductions. $ 3,384,407 $ 3,735,470 $ 351,063 

iterest Deductions. 18,095,643 18,378,931 283,288 

Total Deductions. $ 21,480,050 $ 22,114,401 $ 634,351 

Balance Net Income.$ 48,086,114 $ 57,238,708 $ 9,152,594 

educt Dividends. 32,897,065 35,160,119 2,263,054 

lrplus Earnings. $ 15,189,049 $ 22,078,589 $ 6,889,540 

♦Decrease. 


Depreciation. 

Current Maintenance. 

Traffic Expenses. 

Commercial Expenses. 

general and Miscellaneous Ex¬ 
penses. 


Exchange Revenues. 

Toll Revenues. 

Miscellaneous Revenues. 
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Bell System outstanding in the hands of the public at the 
close of the year were $889,426,637, of which the out¬ 
standing securities of the American Telephone and 
Telegraph Company represent $596,092,719, and out¬ 
standing securities of the associated companies in the 
hands of the public represent $293,333,918. 

If we consider the current accounts payable, $38,280,- 
436, against which there were liquid assets, cash and 
current accounts receivable, of $146,722,409, or an ex¬ 
cess of $108,441,973 to the credit of the system, it leaves 
as the net permanent capital obligations of the whole system 
outstanding in the hands of the public $780,984,664. 

As stated in previous reports we are convinced that it 
would cost many, many millions of dollars more to 
duplicate the physical plants of the Bell System than 
the amounts at which they stand on the books. An 
appraisal made in 1912 by our engineers indicated that 
aside from all intangible assets, of tangible value, and 
without which neither this Company nor any company 
could continue as a going concern, the cost of reproduction 
of these plants would exceed their book cost by .about 
$61,000,000. This appraisal took the value of copper 
at only 17 cents per pound whereas it now costs about 
35 cents per pound. 

A number of appraisals of our properties in the various 
cities and states have been made by public authorities 
practically all of which have agreed in finding that thf 
fair value of the properties for rate-making purposes is 
greater than, and in most cases very much greater than 
the amounts carried on our books. 

The telephone plants stand on the books of the com 
panies at $946,293,248, as of December 31, 1916, a ne 
increase dining the year of $66,224,728, after deductinj 
all plant withdrawn from service, sold or abandoned 
Stocks and bonds owned increased during the yea 
$9,162,830. Supplies/tools, etc., increased $8,080,517 
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Bell Telephone System in United States. 

COMBINED BALANCE SHEETS, 1915 AND 1916. 
(DUPLICATIONS EXCLUDED.) 

ASSETS: Dec. 31, 1915 Dee. 31, 1916 Increase 

Telephone Plant. $ 880,068,520 $ 946,293,248 1 66,224 728 

Supplies, Tools, etc. 15,951,582 24,032,099 8,080,517 

Receivables. 43,518,625 66,029,580 22,510,955 

Cash. . 45,716,330 80,692,829 34,976,499 

Stocks and Bonds. 72,652,646 81,815,476 9,162,830 

Total. $1,057,907,703 $1,198,863,232 $140,955,529 

LIABILITIES: 

Capital Stock. $ 440,711,200 $ 463,101,569 $ 22,390,369 

Funded Debts. 353,236,464 422,586,617 69,350,153 

Bills Payable.. 2,404,920 3,738,451 1,333,531 

Accounts Payable. 29,039,127 38,280,436 9,241,309 

Total Outstanding Ob¬ 
ligations. $ 825,391,711 $ 927,707,073 $102,315,362. 

Employees’ Benefit Fund 9,114,329 9,151,000 36,671 

Surplus and Reserves... 223,401,663 262,005,159 38,603,496 

Total. $1,057,907,703 $1,198,863,232 $140,955,529 


due to the heavy construction program in progress. Be- 
ceivables increased $22,510,955, of which $20,000,000 
represented temporary investment of surplus cash on 
hand. Cash balances increased $34,976,499 to $80,692,- 
829, which together with the temporary cash investments 
of $20,000,000, makes over $100,000,000 cash assets. 

The increase in total assets of $140,955,529 is repre¬ 
sented by $102,315,362 increase in outstanding obligations 
of the whole system and an increase in surplus and re¬ 
serves of $38,640,167. 

In accordance with our previous practice in making up 
the combined figures for the Bell System, all inter-com¬ 
pany items have been eliminated, and all intangible 
assets have been excluded, so that the combined surplus 
and reserves as shown above are considerably less than 
the sum of surplus and reserves shown on the books of 
the separate companies. 
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The surplus and reserve, aggregating $262,000,000, is 
invested in tangible productive property, the revenue 
from which, being free from capital charges, is subject 
only to operating charges, and in this way reduces the 
cost of the service to the public. It is also a guaranty 
and protection to the future of the companies of the 
system, in that it is a provision against abnormal depre¬ 
ciation or obsolescence always possible in any going, 
progressive business involving so many and highly tech¬ 
nical problems in mechanics and physics, for which, at 
some time, large capital would be necessary to replace 
the depreciated or obsolete plant. 

Your attention is called to a comparative statement 
of the Bell System for the years 1907 and 1916 made up 
for comparative purposes in the form heretofore followed. 
During that period the annual gross earnings have 
increased $141,800,000 of which $107,400,000 has been 
absorbed by increase in expenses, leaving an increase of 
$34,400,000 in net earnings. The increase in interest 
was $7,900,000 and in dividends $17,000,000. The sur¬ 
plus for 1916 was over $22,000,000. 

During this period the assets of the companies have 
increased nearly $686,000,000, while the capital obliga¬ 
tions and payables outstanding have increased $375,900,- 
000. The surplus and reserves have increased from 
$61,300,000 to $262,000,000 or over $200,000,000 after 
setting aside $9,161,000 for the Employees’ Benefit Fund. 


AVERAGE OPERATING UNITS OP ASSOCIATED OPERATING 
COMPANIES. 

(See table on page 17.) 

The table on page 17 shows average operating revenue 
and expenses per station, operating ratios, unit plant 
cost, etc., of the associated operating companies (not 
including the American Telephone and Telegraph Com- 
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Bell Telephone System in United States. 
COMPARISON OF REVENUE AND EXPENSES, 1907 AND 1916. 
(all duplications including interest, dividends 

AND OTHER PAYMENTS TO AMERICAN TELEPHONE AND 
TELEGRAPH COMPANY BY ASSOCIATED COMPANIES 
ARE EXCLUDED.) 


Current Maintenance. . 


Net Revenue. .. $ 41,184, 


1907 

1916 

Increase 

. $128,579,800 

$270,400,892 

$141,821,092 

. 45,894,900 

94,744,768 

48,849,868 

•} 36,626,700 

34,923,5491 
49,982,956 j 

\ 48,279,805 

4,873,400 

15,131,980 

10,258,580 

. $ 87,395,000 

$194,783,253 

$107,388,253 

. $ 41,184,800 

$ 75,617,639 

$ 34,432,839 

10,508,500 

18,378,931 

7,870,431 

$ 30,676,300 

$ 57,238,708 

$ 26,562,408 

18,151,700 

35,160,119 

17,008,419 

$ 12,524,600 

$ 22,078,589 

$ 9,553,989 


COMBINED BALANCE SHEETS, 1907 AND 1916. 
t (DUPLICATIONS EXCLUDED.) 

ASSETS: 

; Contracts and Licenses.. 


Accounts Payable. 19/ 


Total Outstanding Ob¬ 
ligations . 

Employees’ Benefit Fund 
Surplus and Reserves.... 


Dec. 31,1907 
$ 9,078,000 
502,987,900 
17,165,200 
29,584,500 
24,869,600 
29,448,300 

Dec. 31, 1916 

$ 946,293,248 
24,032,099 
66,029,580 
80,692,829 
81,815,476 

Increase 
$ 9,078,000* 
443,305,348 

36,445’080 

55,823,229 

52,367,176 

$613,133,500 

$1,198,863,232 

$585,729,732 

$291,095,400 

196,113,700 

45,175,700 

19,436,600 

$ 463,101,569 
422,586,617 
3,738,451 
38,280,436 

$172,006,169 

226,472,917 

41,437,249* 

18,843,836 

$551,821,400 

61,312,100 

$ 927,707,073 
9,151,000 
262,005,159 

$375,885,673 

9,151,000 

200,693,059 

$613,133,500 

$1,198,863,232 

$585,729,732 
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pany’s long-distance lines), for the years 1895, 1900, 
1910, 1915 and 1916. 

Although there are objections to the use of the sub¬ 
scriber’s station as a unit or standard, especially in com¬ 
parisons of one part of the country with another, yet it 
is the best unit available and for general comparisons of 
the whole system from one year to another it gives some 
idea of the trend of the business. 

It will be observed that both average earnings and 
average expenses per station which now vary slightly 
from year to year are very much less than in earlier 
years. The average expenses per station have been 
kept down, in spite of improved wages and increased 
taxes, by improved methods, and greater efficiency in 
every branch of the service. 

The decrease—from $69.75 in 1895 to $30.57 in 1916 
in the average rate of earnings per station made possible, 
as stated in last year’s report, by the improvements in 
apparatus and methods, is largely the result of “measured 
service,” which places the use of the system within the 
reach of the many who can afford to pay for actual usy 
of the service by them, or its value to them, but woult 
not, possibly could not pay, and in any case should no 
be called on to pay, for more than their own service, or t< 
pay any rate based on average use. Average use is ver 
greatly increased because of the very large use made b; 
some. The best and most complete answer to th 
demands for flat rates is that 75 per cent, of the tots 
subscribers of the Bell System pay less than the averag 
rate for their telephone service. Any method of charg 
which does not call upon the large users for their propo] 
tion of the cost caused by their use is unjust to the gret 
mass of subscribers and would prevent many from avai 
ing themselves of the service. 

Particular attention is again directed to the percentaf 
of net earnings and of dividend and interest disbursemen 


f 
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Average Operating Units op Associated Operating 
Companies, 1895 to 1916. 

(THIS TABLE COVERS THE COMPANIES OWNING ALL THE 
EXCHANGES AND TOLL LINES OP THE BELL TELEPHONE 
SYSTEM EXCEPT THE LONG-DISTANCE LINES OP 
AMERICAN TELEPHONE AND TELEGRAPH CO.) 

Average per Exchange Station. 

EARNINGS: 1895 1900 1910 1915 1916 

Exchange Service. $ 69.75 $ 44.68 $ 31.28 $ 29,80 $ 30.57 

Toll Service. 11.35 12.60 9.47 8.65 9.05 

Total.. $ 81.10 $ 57.28 $ 40.75 * 38.45 $ 39.62 

EXPENSES: 

Operation. $ 29.15 $ 21.63 $ 15.14 $ 15.61$ 15.97 

Taxes. 2.23 2.37 2.00 2.02 2.16 

Total. $ 31.38 $ 24.00 $ 17.14 $ 17.63 $ 18.13 

Balance. $ 49.72 $ 33.28 $ 23.61 $ 20.82 $ 21.49 

Maintenance and Deprecia¬ 
tion. $ 26.20 $ 17.68 $ 13;46 $ 12.38 $ 12:62 

Net Earnings. $ 23.52 $ 15.60 $ 10.15 $ 8.44 $ 8.87 

Per Cent. Operation Expense to 

Telephone Earnings__ 35.9 37.8 37.2 40.6 ’40.3 

Per Cent. Telephone Expense 

to Telephone Earnings. 71.0 72.8 75.1 78.1 77.6 

Per Cent. Maintenance and 
Depreciation to Average 

Plant, Supplies, etc. 9.1 8.4 9.5 8.8 9.2 

Per Cent. Increase Exchange 

Stations*. 15.7 26.5 11.8 6.9 9.7 

Per Cent. Increase Miles Ex¬ 
change Wire*. 15.9 33.2 12.0 6.8 6.9 

Per Cent. Increase Miles Toll 
Wire* (excluding Long-Dis¬ 
tance Lines).. 21.3 25.2 11.5 .9f 8.0 

Average Plant Cost Per Ex¬ 
change Station (Exchange and 
Toll Construction, excluding 

Long-Distance Lines). $260.00 $199.00 $142.00 $138,00 $135.00 

Average Cost Per Mile of Toll 
Wire (including Poles and 
Conduits, excluding Long- 

Distance Lines)... $ 81.00 $ 71,00 $ 66.00 $ 70.00 $ 67.00 

Per Cent. Gross Telephone 

Earnings to Average Plant.. 29.7 28.4 28.8 27.7 29.4 

Per Cent.Total Net Earnings to 

Average Capital Obligations. 9.76 8.85 7.52 7,20 7.88 

Per Cent. Total Net Earnings 

to Plant and Other Assets... 9.36 7.96 6.65 5.84 6.17 

Per Cent. Paid Out on Average 

Capital Obligations. ... 5.13 6.10 6.01 5.88 5.85 

Per Cent. Paid Out on Plant 

and Other Assets. 5.09 _ 5.57 5.31 4.76 4.58 

*Increase during year shown, over previous year. 

(Small increase mainly due to increase in radius covered by exchange 
rates. 
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of the associated operating companies to their total plant 
and other assets; also of taxes paid to the public: 


Percentage of net earnings to plant and 

other assets. .. 6.17 

Percentage of charges paid on capital to 

plant and other assets. 4.58 

Percentage of taxes paid to public to 
plant and other assets. 1.41 


These percentages of earnings and charges compare with 
5.84 per cent, and 4.76 per cent, in 1915. The in¬ 
creased percentage of net earnings for 1916 is not 
normal, being as it is due to the sudden increase in de¬ 
mands for service without a corresponding increase of 
plant, a condition under which service could not be 
satisfactorily given, and which could not be allowed to 
continue any longer than impossible to avoid. The de¬ 
creased percentage of dividends and interest to invest¬ 
ment reflects a lesser increase in average capital obliga¬ 
tions than in plant due to the, utilizing of surplus and un¬ 
expended reserves for additions to plant and other assets. 

The amount distributed for interest and dividends on 
the outstanding obligations of the associated companies, 
out of their earnings, constitutes but a small per cent, 
on their plant and other assets, and if the taxes paid are 
considered the percentage is less than that of any well- 
secured bond. 

WESTEKN ELECTEIC. 

The relations with the Western Electric Company have 
been attacked from various quarters, and always from 
the questionable standpoint of self-interest. This re¬ 
lation, which we have described in previous reports, 
particularly in the report for 1914, is substantially that 
of a “manufacturing department” of the business, in¬ 
dispensable to every enterprise which requires the manu- 


I 
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facture for its own use of such a variety and magnitude 
of apparatus and equipment of “special,” highly technical 
and continually changing character, which cannot be 
procured or provided for in the open market. That 
this manufacturing should be closely associated with the 
business as a part, or a division is particularly neces¬ 
sary, the development is continuous, the ideas and sug¬ 
gestions for improvements very largely originate in the 
operation, in the investigation of the operation, in the 
course of experimentation or in the course of manufacture. 

While it is a positive fact that it is impossible to pro¬ 
cure from others the same character of manufacture or 
goods at less cost than from the Western Electric Com¬ 
pany, or many of them even at any price, yet first cost 
jannot be made the deciding factor in the purchase of 
jquipment so delicate and perishable as the telephone 
jquipment. Depreciation and high maintenance will 
soon offset a very considerable saving in original ex¬ 
penditure. High-class service and low-class equipment 
lo not co-ordinate. 

These relations are considered by impartial and well- 
jualified experts to be the most effective for their pur¬ 
pose, which is the production of apparatus of high effi- 
iiency, reasonable first cost, and low cost of maintenance. 
This can be accomplished only by the close co-operation 
between the operating companies, the technical depart- 
nents, and the manufacturing company. Every require- 
nent of the service, every possible improvement in ap- 
jaratus from the operating point of view, is as a con- 
equence of this co-operation, embodied in the output of 
he manufacturing company. The result is that the 
ipparatus is just as near what is wanted as it can be made, 
t is obvious that this must be so, this production re- 
tuires a complete knowledge of the present requirements 
tf the service, an exhaustive study of the future require- 
uents. No manufacturing company not holding this 
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relation could possibly afford this close co-operation with 
the operating company, nor could any operating company 
afford to allow any other manufacturing company such 
an intimate hold on the development of its equipment. 

Our associated companies are not under any obligation 
or coercion to buy of the Western Electric Company, 
but they do buy practically all of their requirements 
from that company, because they know that its product 
is made under the above-described conditions. As othei 
companies connect with our system or otherwise become 
acquainted with these conditions, they are inclined tc 
the same course, but they are neither obliged no] 
coerced to. For the same reason that the Western Elec¬ 
tric Company’s product is what our companies want 
it is what others want. 

It is contended that this creates a condition which is 
unfair, in that other manufacturers are unable to sel 
to the Bell Companies. What is there unfair about an; 
enterprise requiring the expenditure of large amounts q 
money for highly specialized machinery and equipmen 
vital to its operation maintaining its own manufacture 
Why should not the ideas and suggestions originatin 
within the system be worked out within the system itself 

EMPLOYEES’ BENEFIT FUNDS. 

The Plan for Employees’ Pensions, Disability Benefit 
and Death Benefits described in previous reports has bee 
in complete and successful operation throughout the Be 
System for four years. The working out of the Plan hi 
met the necessities of the situation described in the n 
port for 1912, and the beneficial effects then hoped f( 
have been entirely realized. The trend of public opinic 
and the adoption of similar plans in other industries ha^ 
since made it plain that the Bell System was one of tl 
leaders in understanding and adequately providing f< 
the needs of the workers in the exigencies of life for whi( 


T 
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not all are able to provide. And the response of em¬ 
ployees to the care of their interests by the Bell System, 
evidenced by this Benefit Plan and by other provisions 
for their welfare, has been all that was expected. Their 
loyal interest in the Bell service, their readiness to take 
responsibility and to co-operate with each other cheerfully 
and intelligently have been exemplified very many times 
during the strain of heavy traffic and extraordinary con¬ 
struction work of the past year. 

In the four years 1913-1916 inclusive, the expenditures 
from the Benefit Funds of the Bell Companies have aggre¬ 
gated $5,611,016. At December 31, 1916, the reserves 
for these Benefit Funds aggregated $9,151,000. Some 
figures for the year 1916 will be of interest: 

Pensions. At the end of the year 284 former employees 
were on the pension roll, a net increase of 27 during the 
year. The average pension paid was $45 per month. 

Sickness. 18,760 cages of sickness for which benefits 
were paid under the Plan occurred during the year. 
This was an increase of 3,435 cases over 1915, part of 
which would be naturally expected because of the much 
larger number of employees in service and part of which 
is explained by the epidemic of influenza throughout the 
country during the winter of 1915-16. The number of sick¬ 
ness cases at the end of 1916 was only 1,531, as compared 
with 2,011 at the beginning of the year. The average 
period of disability for completed cases was 37 days, and 
the aggregate sickness benefits paid were $959,729. 

Accident. There were 10,646 accident cases during 
the year, of which comparatively few were serious. In 
35 per cent, of the cases the employee went back to work 
within a day. In 71 per cent, of the cases the period 
of disability was not over one week. The increase 
in number of accidental injuries over the previous 
year is due to the larger amount of construction work 
carried on and probably to the greater number of less ex- 


22 


perienced men employed. The total benefit payments on 
account of accidental injuries were $557,979, including 
$148,126 for medical attendance, hospital care and other 
expenses incurred in aid of those injured. 

Death Benefits. $157,077 was paid in death benefits 
during the year (excluding accident cases included above) 
to the dependent relatives of 182 employees who at 
their death had been in the service five years or more. 
Bu rial expenses for 32 who left no dependents were 
$5,884, a total of $162,961. 

Summary. The total amount of benefits paid from 
these funds during the year was $1,816,101, of which 
$336,033 was provided by interest on the funds and the 
balance was appropriated by the companies. In addition 
the companies paid the expenses of administration of the 
Plan, including general medical supervision and assistance. 

As heretofore, financial assistance has also been given in 
many cases of disability which did not come wholly within 
the limitations imposed on the Employees’ Benefit Funds, 
The cost of this assistance was $115,865. 

EMPLOYEES’ MILITARY SERVICE AT THE MEXICAN BORDER. 

Employees of the Bell System who on June 18, 1916, 
were members of the National Guard or Naval Militia 
and Were called into service by orders issued in accordance 
with the proclamation of the President of the United 
States of that date, and employees who enlisted sub¬ 
sequently, were allowed full pay during the first three 
months of their absence and thereafter full pay less the 
amounts they received from the Government. The tota, 
allowances made under this arrangement aggregatec 
$284,194 up to December 31, 1916. The periods of ab¬ 
sence naturally varied as the Government’s needs re 
quired. In June 695 employees were on leave of absence 
for mili tary service, this number increasing to 834 ir 
August and then gradually decreasing to 407 in December 



REPORT OF THE AMERICAN TELEPHONE 
AND TELEGRAPH COMPANY. 

In any consideration of a statement of the earnings of 
the American Telephone and Telegraph Company, it is 
necessary to a proper understanding to know that it does 
not represent the actual, operations of the telephone 
service of the Bell System. The statement of the ex¬ 
penses of the American Telephone and Telegraph Com¬ 
pany represents only the cost of the maintenance of the 
central administration of the whole system, as explained 
elsewhere. The disbursements of dividend and interest 
represent the charges on the securities issued by the 
Company to finance the associated companies and the 
long-distance lines. 

The' statement of earnings of the American Telephone 
and Telegraph Company represents, in addition to the 
net receipts of the long-distance lines, only that part of 
the earnings of the Bell System which is received by the 
American Telephone and Telegraph Company, out of 
the divisible surplus of the associated companies from 
operation, as interest or dividends on money advanced 
by the Company to finance the associated companies, 
or as payments by the associated companies to maintain 
the central administration. 

EARNINGS. 

The net earnings of the American Telephone and 
Telegraph Company for the year were $44,743,376.45, 
which is $3,625,889.17 more than for the previous year. 
The interest charges were $6,730,098.86 and the dividends 
at the regular rate of 8 per cent, per annum were $31,122,- 
187.46. Of the resulting balance there was carried to 
Reserves $2,500,000 and to Surplus $4,391,090.13. 
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BALANCE sheet. 

The balance sheet of the American Telephone and 
Telegraph Company is given as usual at the end of this 
report. By comparison with the previous year’s balance 
sheet it will be noticed that the investment in stocks, 
bonds and notes of associated companies increased 
$21,845,830.60 and in permanent plant, $5,041,396.54, a 
total of $26,887,227.14. 

The account “ Trustees-Employees’ Stock Purchase 
Plan,” $9,153,950.43, represents the balance on advances 
made to the Trustees to acquire stock which they sold 
to employees on the plan of easy payments explained in 
previous reports, less the payments on that account 
received from employees. The increase is due to the 
additional stock sold employees in March, 1916. 

An increase in current assets of $37,185,134.56 and in 
cash of $35,367,105.52 reflects the new financing in 
December, 1916. 

On the other side, under liabilities, the increase in capital 
stock outstanding of $15,126,500 represents chiefly stock 
issued in exchange for convertible bonds. Capital Stock 
Installments of $32,019 represent advance payments for 
shares to be issued in 1917 under the offer of new stock 
referred to elsewhere. The total indebtedness increased 
$77,821,332.90, the noteworthy item under this head 
being the $80,000,000 bonds issued December 1, 1916, 
hereinafter described. 

For the total increase in assets of $99,797,450.06 there 
was a net increase in capitalization and indebtedness of 
$92,979,851.90, showing a net improvement in the Com¬ 
pany’s financial position of $6,817,598.16 which is repre¬ 
sented by the increase of that amount in surplus and 
reserves. 
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CAPITAL STOCK AND BONDS. 

During the year, 114,173,600 of the 4^% convertible 
)onds were converted into stock at the ratio of $120 in 
tonds, or $100 in bonds and $20 in cash, for one share of 
took. Nearly all the conversions were on the latter 
task Of the $67,000,000 bonds issued in 1913 there 
fere left outstanding at the end of the year only 
13,890,100. 

Of the 4% convertible bonds $1,002,000 were converted 
uring the year, leaving outstanding $3,127,000. Of 
le $15,126,500 capital stock issued during the year, 
14,728,700 was issued in exchange for convertible bonds 
ad $397,800 was treasury stock sold for cash. 

As of February 1, 1916, the Company sold $40,000,000 
t its two-year 4^% coupon notes and $10,000,000 
milar notes of associated companies bearing the endorse¬ 
ment of this Company. It was arranged that up to 
pril 1, 1916, there might be substituted for any part 
1 the American Telephone and Telegraph Company’s 
ites an equal amount of associated companies’ notes 
idorsed by this Company, and substitutions to the 
nount of $18,390,000 were duly made, so that there were 
lally outstanding, $21,610,000 of this Company’s notes 
id $28,390,000 of associated companies’ nptes endorsed 
T this Company. The Company has since reacquired 
id cancelled $6,155,000 of its own notes of this issue, so 
at at December 31, 1916, there were outstanding as 
own by its balance sheet $15,455,000 of its own notes, 
le Company has also acquired and carries $5,941,000 of 
ese associated companies’ notes due February 1, 1918, 
iving outstanding $22,449,000 of the issue which bear 
endorsement. There are also outstanding endorsed 
this Company $1,610,000 associated companies’ notes 
e February 1, 1918, and $10,650,000 notes of the 195 
oadway Corporation due July 1, 1920, which corpora- 
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tion owns the real estate in New York City where th< 
Company’s offices are now located. 

To meet the financing by this Company of the asso 
dated operating companies and for other purposes, th 
Company sold, as of December 1, 1916, $80,000,000 c 
30-Year 5% Collateral Trust Gold Bonds. Capita 
stock of the following companies of the par values show 
has been deposited with the Old Colony Trust Company 
Trustee, as collateral security for this issue of bonds: 

New England Tel. & Tel. Co., par value... $10,900,00 
New York Telephone Co., par value........ 34,462,00 

Southern Bell Tel. & Tel. Co., par value.. 12,208,70 
Southwestern Tel. & Tel. Co., par value. . 23,377,00 
Pacific Tel. & Tel. Co. (preferred shares), 

par value. 13,600,00 

The estimated value of these shares exceeds $107,00(5 
000. Provisions are made for the redemption of all < 
any part of the bonds at 105 per cent, of their par vah 
at the Company’s option on sixty days’ notice, and for 
sinking fund of one per cent, per annum. 

The total outstanding capital stock and bonds of t! 
American Telephone and Telegraph Company at D 


cember 31, 1916, were as follows: 

Capital Stock. $395,603,600 

4% Collateral Trust Bonds, 1929.. 78,000,000 

4% Convertible Bonds, 1936. 3,127,000 

4J^% Convertible Bonds, 1933.... 13,890,100 

5% Western Tel. and Tel. Bonds, 

1932.. 9,985,000 

5% Collateral Trust Bonds, 1946. 80,000,000 


Total.. .. $580,605,700 


For the $395,603,600 capital stock $430,377,852 
has been paid into the treasury of the Company; 1 
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in construction and equipment to the telephone plant 
of the Bell System. These improvements have made 
intra-continental and transcontinental telephonic trans¬ 
mission of speech a commercial actuality, and have also 
shown that inter-continental speech transmission is a 
probability within the limitations of the natural physical 
conditions. These improvements in lines and equipment 
have increased the range of telephonic speech trans¬ 
mission many fold, and already the cities in the United 
States of over 50,000 inhabitants, with most of their 
adjacent and connected towns and territory, have been 
placed in speaking communication with each other, and 
brought into the range of extra long-distance service. 

These improvements which have been in trunk-line 
construction and in the intermediate and auxiliary ap¬ 
paratus were so adapted to that existing, that there have 
been necessary only slight material changes in the line, 
switchboard or substation equipment of the Bell System with 
its millions of subscribers and hundreds of millions of plant. 

The economic value of this in saving and in results to 
the public and to the Bell System is impossible to compute, 
but is enormous. 

The value of these improvements not only to the 
commercial interests of the country, but in the problem 
of national defense, was demonstrated during a mobiliza¬ 
tion of communication forces conducted by the staff of 
the Company at the request of the Secretary of the Navy 
and in co-operation with naval officers under the com¬ 
mand of Admiral W. S. Benson, Chief of Naval Opera¬ 
tions. For three days, during which war conditions 
were simulated as far as possible, the Navy abandoned 
all other forms of communication between the Navy 
Department at Washington and the navy-yards and naval 
stations in the continental United States, and utilized 
the Bell System for telephone and telegraph communi¬ 
cations by wire with all of the naval forces in that territory. 


The service of the Bell System is continuous, that is, it 
covers the full 24 hours. During the period of mobili¬ 
zation, naval officers and the telephone officials assigned 
to the work were on duty day and night, and at all times 
could obtain instantaneous telegraph or telephone com¬ 
munication with any point involved in the mobilization. 
The Secretary of the Navy himself conversed with a 
number of the principal naval stations, and the Admiral 
in command personally talked to the commanding officer 
at all of the naval stations on the Pacific Coast from 
Bremerton, Washington, to San Diego, California, 
and to the navy-yards and naval stations on the Gulf 
and Atlantic coasts and on the Great Lakes. 

While the mobilization was intended primarily to test 
the efficiency of the wire system in time of war, an in¬ 
teresting test of wireless telephony was made. The trans¬ 
mission was by wire to the wireless stations, where it was 
automatically transferred to wireless, or vice versa. 

The Secretary of the Navy, seated at his desk in the 
Department at Washington, talked with Captain Chan¬ 
dler on board the battle-ship New Hampshire at Hamp¬ 
ton Roads. 

Under orders given to him by the Secretary of the Navy 
and Admiral Benson, the Captain of the New Hampshire 
proceeded out to sea as far as the Southern Drill Grounds 
and returned, reporting his position by telephone every 
hour to the Department at Washington. 

The atmospheric electrical conditions being very favor¬ 
able, the talking to and from the ship was so loud and 
distinct that Captain Bennett, in command at the Mare 
Island Navy Yard on the Pacific, conversed with Captain 
Chandler on the New Hampshire, which was at that time 
in a storm on the Atlantic. This conversation was trans¬ 
mitted over the transcontinental telephone wire circuit 
from Mare Island, California, to the radio station at 
Arlington, Virginia, and there transferred automatically 
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to the wireless from Arlington to the ship at sea, the 
return conversation taking the opposite course. 

The results of this mobilization were most satisfactory 
to the Secretary of the Navy, the naval officers, and the 
telephone officials, as it demonstrated on the part of the 
plant and organization of the Bell System complete 
readiness to respond to the requirements of the national 
defense should an emergency arise. 

During the year important work has been done in 
co-operation with the officers of the Signal Corps of the 
Army, in planning for the best way of making use of the 
plant and organization of the Bell System in case of 
military necessity. 

Enough has already been done to make certain that 
the co-operation and assistance which can be given by 
the Bell System to the Army whenever necessary will be 
even more varied and more extensive than that required 
by the Navy. 

A plant so elaborate and extensive as is the telephone 
plant composing the Bell System requires the greatest 
care and most effective methods to maintain it constantly 
at its highest efficiency. This is emphasized in all classes 
of toll-line connections where there may be hundreds 
of separate pieces of apparatus in a circuit, a defect in 
any one of which may destroy a connection; and in the 
extra long circuits, like the transcontinental line, the 
highest degree of maintenance is necessary in order to 
give commercial service at all. 

A break in the tracks of a transcontinental railroad 
immediately affects only the running of trains in a short 
section near by and may have no effect whatever upon 
the schedule of trains a thousand miles away. In the 
case of the transcontinental telephone circuit, however, 
a break, whether at New York or at San Francisco or 
at any intermediate point, would disable the entire line 
from end to end for all through business. 
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Greatly improved methods for maintaining and con¬ 
necting such lines had to be worked out, improved devices 
for promptly detecting and locating faults, improving 
transmission and overcoming obstacles had to be per¬ 
fected and introduced, all of which have been of the 
greatest benefit, not only when used in connection with 
extra long-distance service but also in the local service 
and on lines of short length, and have proved to be of 
very great advantage in the service of the Bell System. 

In the handling of traffic over these extra long lines, 
as well as in their maintenance, new operating methods 
have been required, that the operators might be able to 
connect or join together correctly and promptly the 
numerous sections of line required to make up the long 
and complicated speaking circuits. Our traffic engineers 
are successfully meeting these new conditions. During 
the year, in co-operation with the associated companies, 
they have studied the traffic conditions in all of the cities 
of the United States. They have reviewed the operating 
conditions and have introduced many improvements 
which have been of the greatest benefit to the service, 
both long distance and local. 

The making of development studies and fundamental 
plans, being the foundation work upon which all con¬ 
struction engineering plans are based, formed as usual 
an important part of the year’s work. Such plans have 
been completed for Boston, Baltimore, Chattanooga, 
Detroit, Duluth, Grand Rapids, New Orleans, Pittsburgh, 
and Springfield, Mass. In the case of plans for a number 
of other places important progress has been made. 

The further adoption of electric traction by railroads 
and the continued extension of electric power lines have 
been the occasion of great activity on the part of our 
engineers in studying the difficult problems of telephone 
operation in the neighborhood of these circuits. Our 
co-operation with the California Railroad Commission 
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in its exhaustive investigation into the subject of these 
interferences has been continued during the year, and 
we have done co-operative work with the United States 
Bureau of Standards and with state commissions in 
Illinois, Iowa, Nebraska, and Wisconsin, in connection 
with rules governing the operation of such wires. Im¬ 
portant field investigations were conducted in connection 
with power fines in Iowa, the electrification of the Penn¬ 
sylvania Railroad, that of the Chicago, Milwaukee & 
St. Paul Railway, and others. 

We have co-operated with the American Institute of 
Electrical Engineers in work looking to the development 
of apparatus to be used by the power companies in lessen¬ 
ing the disturbance which they produce, and important 
bulletins and circular letters embodying valuable in¬ 
formation relating to the whole subject of disturbances 
have been sent to the associated companies. 

In co-operation with the Insurance Department of the 
Company attention has been given to the matter of im¬ 
proving the fire protection for our central offices, and 
to methods whereby the most favorable insurance rates 
may be obtained. Acting in co-operation with our 
engineers the Insurance Department has made during 
the year 400 important inspections of telephone central 
offices, which resulted in many suggestions helpful to 
the associated companies. 

In new central office building construction, the year 
has been unusually active, general building and equip¬ 
ment plans for 24 new buildings have been worked out 
by the Department in co-operation with the associated 
companies. When completed and filled with the equip¬ 
ment contemplated, the expenditures, based upon these 
plans, would be something over $22,000,000. 

Hundreds of new inventions and patents have been 
studied and tested, and attention has been given to almost 
every one of the parts making up our complex plant, to 
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see how they might be improved, with the result that 
an unusually large number of improvements have been 
introduced in cable, switchboard, substation and other 
apparatus, resulting in substantial advances or economies 
in the operating, maintenance or construction of the 
plants of the associated companies. 

LEGAL. 

The year 1916 has marked substantial progress in the 
important work of the Legal Department arising out of 
commission regulation. Telephone companies are sub¬ 
ject to regulation by the Interstate Commerce Com¬ 
mission; all but four of the states have created local 
commissions which exercise jurisdiction more or less 
complete over them. The subjects to wliich the juris¬ 
dictions of the commissions extend embrace rates, service, 
accounting, financing and capitalization. While commis¬ 
sion regulation has not yet progressed beyond the de¬ 
velopment stage and this will probably be true of it for 
a number of years, it has gone far enough to warrant the 
statement that substantial progress has been made toward 
sound results. The persistent policy of the Company 
has been to co-operate with the various commissions, 
and so far as practicable to aid them in solving the 
problems that are presented, along the sound and just 
economic lines which must form the basis of any per¬ 
manent success in the regulation of public utilities. To 
this, end, it has been the constant purpose of the Legal 
Department to ascertain and establish the fundamental 
legal and economic propositions which must underlie 
sound regulation, and to present these principles clearly 
and forcibly to the various commissions. 

It is worth noting that the development of the work 
of the commissions manifests an increasing appreciation 
by them of their responsibilities and a growing earnest- 



ness in their efforts to reach the right solutions of the 
questions presented to them. 

In valuations, the present disposition of the commis¬ 
sions is to allow, without serious controversy, the items 
which are susceptible of direct and certain proof. The 
so-called intangibles represent elements of value which 
must be recognized as of large importance. The proof 
to establish them in the very nature of things lacks the 
certainty which may be attained as to so-called physical 
factors. It necessarily must rest largely upon the 
jud gm ent of individuals. This tends to uncertainty 
and has surrounded the measurement of these items 
with difficulties. The disposition has been to recog¬ 
nize them as elements of value and to allow them, in 
one form or another, so far as they have been clearly 
established. 

A question of growing importance arises out of the 
distinction between regulation and management. The 
power of the state to regulate is beyond question. It 
is just as well settled that this power is not broad enough 
to include the power to manage. This is something that 
inheres in the ownership of the property and belongs to 
the utility itself. Where it has been brought to their 
attention, the tendency of the commissions has been frankly 
to recognize this distinction. The fact that cases 
may arise where it will be difficult to draw the line be¬ 
tween management and regulation does not mean that 
there is no such distinction. The distinction between 
negligence and due care is universally recognized, although 
many cases arise which it is difficult to assign to one side 
or the other of the line. During the year that has just 
closed an especial effort has been made to draw attention 
to this distinction between regulation and management 
because it is felt that a failure to recognize it would result 
in serious embarrassment not only to the utilities but to 
the public as well. Not good, but harm, would result 


from an attempt on the part of regulation to absorb 
what properly belongs to management. 

As to the many questions of service which have arisen, 
co-operation with the commissions has in the majority 
of cases removed all differences and resulted in con¬ 
clusions which have been accepted by the companies 
without impairment of their service. 

Each of the associated companies maintains its own 
legal department and performs for itself the services 
which are ordinarily assigned to such a department. This 
work the Legal Department of the American Company 
does not attempt to do. Its function as a part of the 
central organization is, in a sense, to act as counsel for 
the various counsel for the associated companies, and to 
render to them such assistance as they may require in 
the transaction of their affairs. 

This assistance may be general, as in the publication 
of periodical bulletins intended to advise counsel for the 
associated companies as to current decisions of special 
interest by the courts and by commissions, or it may be 
special, in relation to unusual or important transactions 
which may arise in connection with the affairs of the 
associated company. 

It is the purpose of the Legal Department of the Ameri¬ 
can Company to keep sufficiently in touch with the 
legal affairs of the entire system to be assured that the 
experience of the entire system shall be available for the 
benefit of each part of it and that all questions of a 
general nature, as well as all questions of policy, in which 
the system as a whole is concerned, shall be disposed of 
along sound and consistent lines. 

A striking indication of the continuous development 
of the telephonic art lies in the fact that it has been neces¬ 
sary to supplement the patent division of the Legal 
Department which has always been located in Boston, 
by an additional force at the office in New York. The 
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patent division in conjunction with the Engineering 
Department has done much efficient and important work 
during the year that has just ended. 

The situation as to pending litigation is practically 
unchanged. The amount of the current litigation is 
wholly unimportant. It is true now, as it has been at 
the times of the making of the last two reports to the 
stockholders, that no suit is pending against this Com¬ 
pany or any of its associated companies charging any 
violation of any state or federal anti-trust law. No 
such suit has been brought since the making of the last 
report. 

The suit of William A. Read & Company was com¬ 
menced four years ago, and has been referred to in 
the last three preceding reports. On January 20, 1917, 
the trial court filed a very elaborate opinion of more than 
two hundred typewritten pages. The questions involved 
are so numerous and so intricate that they cannot be 
discussed in detail in this report. The opinion finds 
the ownership of the stock of the Central Union Telephone 
Company, in the absence of an approval of such owner¬ 
ship by the State Public Utilities Commission of Illinois, 
to be against the local policy of that state and illegal. 
It acquits the officers of the American Company of all of 
the charges of fraud and bad faith urged against them. 
It upholds the four and one-half per cent, payment under 
the license contracts, and the contract establishing the 
relationship with the Western Electric Company. It 
orders an accounting as to a number of relatively minor 
matters. Some time will elapse before the form of the 
decree to be entered pursuant to this opinion can be 
settled, and until this is done it will not be possible to 
state with entire accuracy the exact result of the decision. 

The arrangement with the Attorney-General of the 
United States, which is set out in detail in the corre¬ 
spondence printed in the report for the year ending 



December 31, 1913, is still in effect. A careful adherence 
to it, coupled with entire frankness as to all of the matters 
in which the Company has been concerned, has resulted 
in a continued avoidance of misunderstandings and 
disagreements with the federal authorities. 


GENERAL. 

BELL SYSTEM. 

It is not inappropriate to restate clearly the attitude 
of the Bell System towards the public. Repetition of 
facts prevents misunderstanding, as misunderstanding is 
based on either misleading, mistaken or meager in¬ 
formation. 

There is no utility or public service upon which the 
public is more dependent; no utility whose quality of 
service is of more importance. It has become one of 
the dependencies of modem life and .may be correctly 
termed, as it has often been, the nervous system of social 
and economic organization. The character of these 
relations, their intimacy, are apt to give rise to criticism 
and cause agitation for national, state or municipal 
operation or for competition. 

This relation involves many delicate conditions and 
obligations, some incumbent upon the public, some upon 
the operating associated companies comprising the system, 
as an organization, some upon the employees as part of 
the organization, and as individuals so far as they can 
be considered independently of the organization. 

The prerequisite of a telephone service is that it should 
be a continuous, immediate service; free as possible from 
any interruptions, and it must be possible for any one in 
any one place to get into personal conversational com¬ 
munication with any one in any other place; any other 
service would be a limited service. 

The first essential to an understanding is to realize the 
peculiarities of the telephone service. There is no other 
utility or public service in any way analogous. Electric 
light, gas, water, are from a common supply; your service 
is obtained by turning a key. Personal transportation is 
conveyance in a vehicle in common with others running 



on a schedule between definite points. Transportation 
of commodities or transmission of messages is the for¬ 
warding or transmission of the package or message from 
point to point by the employees of the utility. Each 
package or message can be forwarded singly or in quan¬ 
tity, and at the convenience of the utility. 

The telephone service consists in placing a telephone 
circuit at the use for personal conversation of parties 
personally present at distantly separated terminals. To 
get this service the parties must each be connected with 
the same system, either through a toll or subscriber’s 
line. It is further unique in that it has no alternate, 
nothing can take its place. Each circuit is put to the 
exclusive use of the parties talking and cannot be used 
for any other telephonic purpose, and the time at which 
it is used is determined by the convenience of the parties. 

The speaking circuit must be a continuous one. The 
telephone- current is a delicate one, a disturbance at any 
one point putting the whole circuit out of commission, 
and as only a small part of the connections is between 
those connected with the same central office and there 
are relatively few places between which there is sufficient 
business to maintain special circuits, these circuits must 
be made up by connecting circuits and parts of circuits 
passing through the various exchange districts, which 
necessitates uniformity in the operating methods and 
the equipment, principal and auxiliary. All employees 
engaged at ter m i n al or junction points in m ak ing up the 
circuit must work in perfect harmony and co-operation 
and take their directions from one source; in fact there 
must be that absolute co-ordination of plant, apparatus, 
employees and methods that can come only from common 
interest and co mm on direction. 

The telephone system to give perfect service must be 
one in which all parts recognize a common interest and 
a common subordination to the interests of all, in fact 
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it must be “One System,” “universal,” “intradependent,” 
“intracommunicative,” and operated ip a common 
interest. 

Such is the Bell System. 

The original telephone exchange service and the unit 
of the “Bell System” is the “Exchange District” by 
which and over which the local service is given without 
toll charge to every one desiring service within the area 
comprised in that district. The “Exchange District” is 
made up of sub-units of central office districts and through 
the switchboard every subscriber within a given district 
is connected by subscriber lines. All the central offices in 
an “Exchange District” are connected with each other by 
trunk lines. To connect all subscribers in any “Exchange 
District” with one central office would be a physical 
impossibility in any considerable district, for the reason 
that no central office building large enough could be 
constructed and equipped; the cost of the extra length 
of wire to carry all to one central office would be pro¬ 
hibitive and the congestion of wires would make it 
impossible, whereas the number of trunk lines to take 
care of inter-central office calls is relatively small as 
compared to the number of subscribers’ lines. 

For the same reasons “Exchange Districts” or central 
cffice districts do not overlap each other, nor do the 
subscribers’ lines of one district extend into the territory 
)f another district. Any party desiring service can be 
sonnected with any subscriber, in a distant or even ad¬ 
orning district, more economically and efficiently through 
he central Office of his own district and thence by trunk 
ines through the central office of the desired subscriber. 

The district exchange systems are connected with each 
ither by, and form the terminals of, the toll or long¬ 
distance lines which are directly connected with their 
entral offices. 

Without terminals the toll or long-distance lines would 
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be of little use. To build special terminals would be 
substantial duplication of the exchange lines as nearly 
every subscriber sooner or later, with more or less fre¬ 
quency, desires to connect beyond the exchange district. 
Connection and close operating relations between the toll 
and long-distance lines give service between all points 
on all exchanges, constitute a system, and are the only 
solution for universal service. 

There need be no two exchange systems in any district. 
Telephonic connection can be had only between parties 
connected with the same general system.. Two systems 
each serving the same subscribers would be a practical 
impossibility and an economic absurdity. Two opposi¬ 
tion exchanges each with a different list of subscribers 
would give an entirely different service. To obtain the 
service of both exchanges, connection with each is neces¬ 
sary, which is duplication. If two exchanges are con¬ 
nected they then in fact belong to one system, for eacl 
would have the use of the other’s facilities for its sub; 
scribers, under some arrangement which necessitate^ 
co-operation and subordination. It would still be dupli¬ 
cation for neither could or would give the service of th< 
other exchange without compensation. 

The inevitable conclusion is one system; one systen 
mpa.na no duplication; no duplication means one loca 
exchange system for each separate locality or territory 
each connected with the other, all operating as one; thi 
would be co-operation, and co-operation can never b 
competition. 

Could this have been obtained by segregated ind€ 
pendent competing local exchange systems each reachin 
over into the territory of the other, to get at the cream; 
parts, with all the interconnecting, independent toll or long 
distance lines, each struggling for its particular advantage; 

This is not a case for argument or opinion now. Th 
“One System” has been created; it is in operation; tt 
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public are educated to its advantages; where there are 
two systems, the public are demanding and public 
authorities commanding “One System.” 

The telephone service is the creation of the Bell interests, 
working in harmonious co-operation to give the public a 
new utility, a new convenience. It was given to the 
public in advance of any demand. The demand was 
created by the service given. 

It was not until after the advantage and the necessity 
of such service became apparent that there were any 
opposition exchanges, and it was not until the idea of a 
comprehensive system became recognized as a public 
necessity that the opposition companies demanded con¬ 
nection with the Bell System of interconnecting wires. 
In other words, the opposition companies wanted to 
better their position and supply their deficiencies by the 
use of the facilities constructed for, and needed by, the 
subscribers to the Bell System. To meet that demand 
would necessitate additional construction by the Bell 
System for the benefit of opposing interests. 

The Bell was pioneer in the exchange system, pioneer 
in the toll line system, pioneer in the long-distance 
system, and at all times met the incredulity of the public 
—first as to the possibility of any telephone service, then 
as to the possibility of anything but a local service, and 
then as to the possibility of even a short-distance service, 
and finally as to the possibility of a long-distance service. 
While the promoters of the Bell System devoted their 
efforts to the upbuilding of a system looking to the future, 
others rushed in to reap the harvest, backed by local 
interest, local capital, local everything. 

The story might have been a different one had the 
promoters of the opposition companies followed the 
example of the Bell interests, and organized a system, a 
system for the future; had they taken advantage in the 
beginning of the common experience, of all mistakes as 
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to service, cost of plant, its depreciation and obsolescence, 
that have been made by all promoters and are being 
made by all public ownership advocates; and in addition 
had they recognized that the telephone service had become 
something besides a local exchange system; that a com¬ 
prehensive system was becoming a recognized necessity 
and finally that to hold their position with the public 
they must give as comprehensive service as the Bell 
System did. 

Why did the public retain their connections with the 
Bell System, when local operating companies identified 
and capitalized and organized and operated by local people 
kn own to every possible subscriber and every probable 
subscriber a possible shareholder, were urging and pushing 
their own organization and service against what was 
alleged to be a foreign, greedy, selfish monopoly, bruit up 
on watered stock and exacting enormous revenues for inad¬ 
equate, ineffective service? What could stand up against 
such a canvass except a service which had some superior 
qualities, some advantage which no other could give? 

The qualities which created the Bell System were 
self-interest subordinated to public spirit, initiative, 
vision, imagination, courage and energy in creating a new, 
serviceable utility, developing all its potentialities, and 
making all possible improvements. 

The only advantage the Bell interest ever had was 
through creative work in developing the potentialities of 
the telephone service by incorporating with advance 
construction advanced ideas; placing those facilities for 
service before the public in advance of all others. 

The Bell System was something good, and always 
something better than any other. It was never resting 
and always developing something better for the Bell 
System. 

Was the building of a long-distance line from Boston 
to New York when every dollar in the Company’s treasury 
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had a hundred uses, and when no one had confidence in 
its practicability, entirely selfish or to be condemned? 
Was building lines to Philadelphia and Washington and 
from New York to Chicago before any certainty of their 
ultimate advantage to the public a grievous sin? 

The long-distance construction was years ahead of 
everything like use or demand. It took years for the 
public to become educated to its possible advantages. 
For the first three years the long-distance lines were 
operated at a loss, and the gross receipts from long¬ 
distance service for its first 16 years were less than for 
the single year 1916. 

The Bell idea did not contemplate a monopoly; it 
contemplated a system and went about the building of 
it in the only possible way. Telephone service and the 
telephone system are an evolution; the beginning was 
the local exchange, following was the connecting of 
adjacent exchanges, the building of toll lines, the long¬ 
distance lines; all interconnecting. What difference 
could there be whether the separate district exchanges 
were built directly by the Bell or indirectly through 
affiliated district companies, organized for local reasons, 
working in co-operation, harmony, all subordinated to a 
common interest? Why should it not manufacture for 
these affiliated associated companies, either directly or 
through an associated affiliated manufacturing company, 
its own highly special and technical plant, and in this 
way have absolute control over quality and character? 

The idea was a great public utility for the public 
advantage and benefit; the advantage to the originators 
to come through the doing of this public service. 

Whatever has developed of a “monopolistic” aspect 
about “one system” is inherent in the telephone service 
and is created by the public demand educated to the 
advantages of universal service. 

The field is open and practically has been for twenty- 



five years. Since the expiration of the fundamental patent, 
Bell interests have never relied upon their patents—upon 
which they have expended millions, about $6,000,000 in 
the last ten years paid to outside parties—except as pro¬ 
tection in the pursuit of their business. These patents 
are broad and comprehensive enough to cover any kind of 
apparatus used in any telephone service in the world. 

If there is a public demand for competition in the 
telephone service or for opposition exchange, there is 
nothing to prevent the building, but if opposition com¬ 
panies are built in the particularly “fat” districts of the 
Bell System, is there any reason why the deficiencies of 
the limited service of such opposition should be supported 
by the Bell System from the facilities it constructed 
for and needs for its own service, or is there any reason 
why the Bell System should raise capital to build addi¬ 
tional facilities not needed for its own service, often un¬ 
profitable, to supply such deficiencies? 

The Bell System was created by the public, and by the 
peculiarities of the service. It exists because the public 
patronized it, and the public patronized it because they 
received a service such as they wanted at a price which 
was reasonable considering the service; at a price which 
made it advantageous and profitable to the public. 

The Bell System has no monopoly. One system, uni¬ 
versal service, do not mean monopoly of ownership— 
organized co-operation does not mean monopolistic control. 

There are about 11,300,000 telephone stations in the 
United States, 6,500,000 Bell owned and 4,800,000 owned 
by independent companies or associations. 

There are nearly 10,000,000 stations connected with 
the Bell System, 6,500,000 Bell owned, and over 3,300,- 
000 owned by independent companies. V 

About two-thirds of the independently owned stations 
are connected with and form an important part of the 
Bell System. 
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The Bell System does not make undue profit. Allow¬ 
ing for taxes paid by the system and by the holders of its 
outstanding securities, the net annual cost to the public 
for the use of the property of the Bell System is about 
the same percentage on a fair valuation of that property 
as the interest return on high-grade railroad or industrial 
bonds, and is far less than the legal rate of interest in 
any state. At the same time investors in the Bell Sys¬ 
tem realize a fair return because the outstanding capital 
obligations are many millions of dollars less than the 
value of the property. 

The Bell System’s charge for service is not exorbitant. 
The average revenue per station to the Bell System has 
been reduced 55 per cent, in the last 20 years, and is less 
than the average charge of any other exchange system 
that gives continuous and immediate service anywhere 
in the world and less than that of most of those that give 
any service. Seventy-five per cent, of the subscribers 
to the Bell System get their service for less than the 
average charge. The service of the Bell System is within 
reach of the small user; the large user pays for his service 
according to his use. 

The Bell System cost of construction is not extravagant. 
The average cost per station is less than that of other 
systems of a similar nature in this country or elsewhere. 
The cost per station, including toll lines but not long¬ 
distance lines, is 1135. The average annual gross revenue 
per exchange station including toll service is $39.62; the 
operating expenses, including taxes and depreciation, are 
$30.75; leaving the net revenue $8.87 on an investment of 
$135. Out of each dollar of revenue 48.3 cents are 
paid to labor; 20.3 cents for expenses and supplies; 5.6 
cents for taxes; 19.8 cents for dividend and interest; 
leaving for surplus against the future 6.0 cents. 

Two notable epochs mark the progress of the telephone 
service. 


At the Exposition of 1876, Bell of few friends and little 
encouragement, alone, waiting in the hall of the Cen¬ 
tennial. The body of examiners, all notable men, tired 
at the end of a busy summer day, picked up the crude 
instrument in a perfunctory Way, and the exclamation, 
“My God! It talks!” electrified, the commission and 
announced the coming of an instrument which revolu¬ 
tionized social and commercial intercommunication. At 
that time, with those instruments, it was with difficulty 
that conversation could be earned on between two 
adjacent rooms. 

The other epoch when the spoken voice was trans¬ 
mitted through the very same instruments from shore 
to shore and back again across the great continent, soon 
to be followed by the transmission of the spoken voice 
from the wireless towers of the United States, through 
space, to Hawaii on one side and Paris on the other. 

From epoch to epoch, note the improvement. What 
made it possible for the same instruments to do at one 
time, the impossible at the other? It was the creation of 
instrumentalities and auxiliaries, the removal of obstacles,! 
the building up of a system for transmission over and by 
which that delicate current, so delicate that it would have 
to be multiplied 5,000,000 times to light an incandescent 
lamp, could be either transmitted or when it became at¬ 
tenuated could be picked up and given new life for another 
distance until its destination Was reached. 

There are few inventions or discoveries that are fun¬ 
damental—only one in a generation or so. The in¬ 
numerable inventions and discoveries which have so 
changed our arts and industries are built up around those 
fundamental ones, and generally are the result of defects 
shown in practice and suggestions through close and 
intimate association with, and study of, the working of the 
system. 

In the evolution of telephony, the telephone is a small 


part. It is not due to the force generated by the telephone 
that transcontinental or any distant speech is possible, 
it is the eliminating of obstacles and the assistance of 
auxiliary apparatus, it is the making of an easy path. 
You cannot increase the force at the telephone except to a 
limited extent, the current of minute volume but great 
int ensi ty has a disposition to dissipate itself, which de¬ 
stroys its own and confuses all adjacent transmission. It 
is not the telephone apparatus, central office equipment or 
wires that independently afford or can afford any service. 
It is the mac hin e as a whole; all the telephones, all the 
equipment, all the central offices are vital and necessary 
parts of that machine. That machine is the Bell System. 

Those who recall the rattling and crackling noises of 
the early telephone service, when reliable commercial 
conversation was difficult between adjacent offices and 
impossible between adjacent cities, when transcontinental 
or intra-continental conversation was but a dream and 
wireless conversation an hallucination, can realize what 
these improvements have been, but those who knew not 
of those days cannot be criticised for lack of appreciation 
because of lack of information. It is to those that this 
statement is presented. 

GOVERNMENT OWNERSHIP. 

There are, in various quarters, movements to nationalize 
or municipalize the telephone service. In favor of these 
movements, the advocates are using the same arguments 
and promises, the same statements of possible cheaper 
service, lower cost of construction, cheaper capital be¬ 
cause of low interest on good securities, the same cry of 
monopoly and extortion, that have been used in the past 
in favor of public ownership, all of which have over and 
over again been proved to be fallacious and impossible. 

There is no reason why any individual or public offi- 



cial—national, state or city—should be misled by any 
statement in respect to the telephone business. There is 
hardly a district in the United States in which there has 
not been an opposition company promoted on sub¬ 
stantially these same promises and statements. Yet, 
even where the plant has been of the cheapest and most 
flimsy construction and of the most primitive char acter, 
and the service far from being dependable, not one of 
these opposition companies has made good, on the basis of 
the promises made. There is hardly one of these now in 
operation whose average book cost is not higher than that 
of the Bell System, whose rates are not higher than orig¬ 
inally promised, and which has not frankly conceded that 
business cannot be maintained on the terms and conditions 
of its prospectuses. 

To ascertain the real facts, and expose the utter fallacy 
of the statements and promises, there would be necessary 
only a very little examination, a very little reflection and 
a very little common sense, unbiased and unprejudiced. 

With a cheaply constructed, cheaply operated rural 
plant, a fairly satisfactory rural local service can be given 
at a low cost. There are tens of thousands of such plants 
now in operation, independent of the Bell System, or 
connected with it and giving local or limited service. 

With urban systems, or systems intended to be used in 
connection with urban and toll line systems, the con¬ 
struction must be of the highest order, the wires mostly 
underground, the service must be maintained at the 
highest standard, such as will afford good conversation, 
not only locally but to the extreme limits of the system 
with which it is connected. For long-distance service or 
for connection over the whole of the Bell System, a cheap, 
poorly constructed plant would be impossible. 

It does seem very singular that the experience of the 
Northwestern Canadian provinces in government owner¬ 
ship and operation is so entirely ignored by all those who 
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advocate it. The facts are well known; they are not 
disputed; it is easy to get them. Influenced by the same 
arguments and the same promises that have been made 
by all advocates of public ownership and by all the pro¬ 
moters of so-called competing home or local companies, 
the provincial governments in Western Canada pur¬ 
chased the local plants. Farmers’ lines were to be con¬ 
structed all over the country, rates were to be cut, etc., 
etc. No one single promise has been kept or carried out; 
there has been less extension than with the private com¬ 
pany; rates have been raised and rural service neglected, 
if not ignored. This is history, public and open to all 
who desire information. 

It is believed that the carrying charges on govern- 
ernment obligations that would be required to pay for 
the Bell System property at a fair valuation would in 
the long run cost the public more than the present 
carrying charges of the Bell System, allowing for the 
enormous and increasing taxes paid under private own¬ 
ership that would be lost to the public under government 
ownership 

REDUCED RATES. 

Special reduced rates are always fixed on the theory 
of making a more uniform load for plant, or rather for 
the purpose of creating a new class of business for the 
plant during the otherwise idle periods. 

The current charges—overhead costs of maintenance, 
depreciation, obsolescence, taxes, in addition to the 
interest and dividend charges on invested capital on a 
fixed amount of plant—do not vary much with the 
amount of business. The normal business must bear the 
charges. 

In all kinds of public service, the demand fluctuates 
according to the hours of the day and the peculiarities of 
the service. The crowded facilities at certain hours must 
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pay for the operation during slack hours, in other words, 
the average load must bear the costs of operation. 

If in any utility some plan can be devised which will 
create, for the sparse hours, a new traffic and thus increase 
the average by utilizing facilities otherwise idle, for such 
service large reductions could be made; but such traffic 
must not occupy the plant during the busy hours, only 
, during the otherwise idle hours. It must be a new 
character of traffic, not requiring any addition to either 
S facilities or operating force. 

Compare the telegraph and the telephone service. The 
telegraph business is a very fluctuating one; the equip¬ 
ment and plant must be sufficient to take care of the 
maximum load. 

Telegrams are written communications handed in for 
transmission by the employees of the company over its 
lines, and ordinarily require immediate transmission, but 
with that transmission the sender has no part. For 
anything not requiring immediate transmission, or which 
will not bear the expense, the mails and other facilities 
are open, unless special inducements are offered. Al¬ 
though the operating force is adjusted as far as possible 
to the fluctuating load, the facilities cannot be and there 
are therefore many hours of idle facilities and some of 
idle force. There are in correspondence all sorts of 
communication, the imperatively urgent, the urgent, and 
that in which a few hours make little difference. De¬ 
ferred and night messages, day and night letters, at 
special rates create a new business, which can be deferred 
and dispatched at the convenience of the company at 
a time when immediate business does not demand the 
facilities. 

A telephone connection is for a personal communication 
between two people personally present at the terminals 
of the talking circuits. The service, as given by the 
Bell System, is as nearly immediate as is physically 
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possible. It is a service which must meet the convenience 
of those wanting the service, not the convenience of the 
Company. The calls for service are made during the 
active hours of the day and come in the most varying, 
fluctuating frequency during those hours. 

If by some way not yet devised, there could be a 
telephone business developed which would be a waiting 
business to utilize these otherwise idle intervals, a much 
higher efficiency could be got from force and facilities 
and a lower price for that business might be made, but 
people do not want to attend at hours unseasonable to 
their personal convenience or comfort, nor could the 
parties wanted be found, for the unseasonable hours are 
the horns of recreation, rest, and sleep, and unfortunately 
the unseasonable hours for the public are the idle horns 
of the telephone system. If a deferred service could be 
spread over these idle hours a lower price would be 
possible. Such a business would have to be waiting 
business and, although the conversation might stand the 
waiting, the parties necessary to the conversation would 
not. 

BUSINESS AND BONUS. 

General business which from 1909 had followed normal 
lin es rather closely, began to decline in 1913 and fell very 
rapidly causing great uneasiness and much disturbance 
and suffering among those dependent upon their work 
from day to day. The latter part of 1914 improvement 
set in in certain lines, prices of our export commodities 
commenced to rise, business soon rose well above normal 
lines and still continues so. The telephone business 
which fluctuates less sharply and more deliberately than 
general business followed in a degree the course of general 
business. 

In the construction policy of the Bell System it is the 
fl.im to have surplus facilities to meet emergencies; in 
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addition to this surplus there are in the layout of con¬ 
struction some parts which have to be determined and 
begun many years ahead, and for some parts it is economy 
to anticipate the growth of the future to avoid frequent 
and costly reconstruction. There is therefore at all 
times a large amount of advance facilities wholly or 
partially completed. In this way the Bell System is 
provided for all ordinary emergencies caused by rush of 
business, and can, at short notice, provide for abnormal 
increase within limits. 

Following the course of business for the past few years, 
the additions to plant were $26,600,000 in 1908, $28,- 
700,000 in 1909, $53,600,000 in 1910, $55,700,000 in 
1911, $75,600,000 in 1912, $54,900,000 in 1913, $50,000,000 
in 1914, $32,900,000 in 1915, and $66,200,000 in 1916. 
The figures show generally the trend of business and the 
policy respecting the surplus plant. 

About the end of 1915, responding to general business, 
from about normal, the telephone business began to 
increase very rapidly, and soon the surplus facilities were 
drawn into service. Every effort was made to increase 
facilities by the rapid completion of construction under 
course and by new construction, yet before the middle 
of the year there was in many places more or less con¬ 
gestion and ift!iwas often impossible to give the usual 
immediate service; the sporadic character and fluctuation 
of these demands increased the difficulties. Although 
all demands were met with an average delay which would 
seem inconsiderable in any other system in the world, 
it was not immediate service. During the late summer 
and early fall the congestion was still more aggravated 
and complicated by the “epidemic” which caused so 
much domestic uneasiness and anxiety. Had it not been 
for the surplus and advance construction of the com¬ 
panies the results would have been disastrous; as it was 
they were almost if not quite negligible. Had it been 
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possible to obtain deliveries of material ordered, even 
that ordered some time before the congestion set in, 
there would have been in all probability no appreciable 
delay in our service, if any. 

This is not an excuse, because everything was done 
that human foresight and past experience indicated 
should be done. It is a statement of the reasons; reasons 
which should be understood and appreciated because of 
the costly effect of the disastrous failures in every line 
of business, particularly that of transportation, to meet 
the current demands or even positive undertakings. The 
failures on the part of the industrials were caused by a 
lack of plant and equipment, and on the part of the 
transportation lines resulted from their not having a 
sufficiency of equipment, terminals, and other facilities, 
even that sufficient for their normal growth. These 
failures have been costly and disturbing, and unless soon 
corrected, will be disastrous; their cost to business 
generally has more than equalled what it would have 
cost to provide against them. 

In ordinary industrials and in transportation, there is 
great elasticity; increased output or capacity can be 
obtained by overtime, 24 hour days, or by crowding the 
facilities. As is well known, there is no elasticity to a 
telephone circuit. The demands for service come at 
certain hours which are fixed by the social and business 
habits of the public; by the times when the individual 
can be personally present and can reasonably expect to 
locate the distant party desired. Each circuit is, while 
being used, exclusive to the user, and can be used for no 
other telephone service. If there are parties waiting to 
take the circuit immediately following its release, the 
maximum service of the line can be obtained. If there 
are no parties waiting, then the interval between the 
d em ands is lost. The demand fluctuates hourly from a 
high peak of load during a few of the busy hours of the 


day to the very small demand during the recreation hours, 
and hardly any demand during the sleeping hours. This 
makes the service load of any telephone system a very 
low average. This average load will always be greatly 
increased when there is enough congestion to make the 
service a slightly deferred service; deferred sufficiently 
to fill partially some of the non-busy intervals, but not 
enough to discourage traffic. This is what did happen 
during the abnormal season. 

The additional plant in use including these large surplus 
facilities, provided without corresponding capital charges, 
and there being no increased distribution of earnings to 
the security holders, the net earnings show a large relative 
increase, notwithstanding very considerable increases in 
compensations and other expenses. 

It should be remembered that a normally non-earning 
surplus plant is a necessity, that in 1916 this plant was 
by force of circumstances created an earning factor and 
to that extent the surplus earnings of the system were 
abnormal. 

In addition to the strain on our facilities, there was a 
corresponding strain on all the personnel of the system— 
on the supervising, construction, operating staff. To 
educate competent operating force, as well as to construct 
facilities, takes time. The congestion therefore was taken 
care of by the efficiency, attention, interest and additional 
effort of the ordinary staff, increased as much as it was 
possible. The manner in which the entire staff met these 
demands and aided in maintaining the “Bell System” 
service, sustained and emphasized its superior character. 

Having due appreciation of this extra exertion, faith¬ 
fulness, loyalty and prompt response to the demands of 
the service, on the part of our employees, as Well as the 
extra demands upon their earnings in these abnormal 
times, it was deemed not only proper but advisable to 
share with them this surplus. Accordingly a distribution 
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throughout the system of a very considerable part of it 
was made as a bonus, a recognition and an appreciation. 
It was hoped that it would help them to a little merrier 
Christmas, and a little happier New Year, from the 
thought that while some trains were late, no embargo 
was declared and no deliveries were refused. 


There are three principal factors in giving a satis¬ 
factory telephone service; a willing, efficient, contented 
and attentive staff in operating and construction; ample 
plant and equipment , of the latest type and highest per¬ 
fection, maintained as such by the continued evolution 
and progress of the service and facilities for giving the 
service; an expert staff of observers, investigators and 
experimenters, all brought into operation, harmonious 
co-operation and that co-ordination that can be had 
only by an efficient, attentive and appreciative admin¬ 
istration. 

No division, department, branch or group can be either 
ignored or favored at the expense of the others without 
unbalancing the whole and creating immediate confusion 
and ultimate depreciation of service. 

For the support of this, the revenue for the service from 
the public must be sufficient. The public, to pay this 
willingly, must be satisfied and receive at least what they 
deem to be an equivalent. The attitude of the public is 
determined by the quality of the service and by the 
attitude of those giving the service and coming in direct 
contact with the public; upon them depends in a great 
measure the ability of the Company to recognize services. 
When this is fully understood there should be no 
trouble. 

While we have never doubted what the response of 
our employees will be, for we know what they have been, 
yet we want to express to every employee our great 



appreciation. We are all of us proud to feel that the 
traditions of the Bell System have been maintained and 
our promises to the public fulfilled. 

For the Directors, 

THEODORE N. VAIL, 
President. 
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Balance Sheet, December 31,1916 


Stocks of Associated Companies.$452,390,925.92 

Bonds and Notes of Associated Com- - 

panies.... 68,088,355.35 $520,479,2* 

Telephones. $16,779,577.51 

Real Estate. 508,400.42 

Office Furniture and Fixtures. 215,902.25 

Long Distance Telephone Plant. 53,457,978.24 70,961,8 

Trustees—Employees’ Stock-Purchase 

Plan.. 9,153,9 

Special Demand Notes. $21,520,000.00 

Current Accounts Receivable. 15,408,692.94 36,928,6 

Temporary Cash-Investments. $20,000,000.00 

Cash and Deposits. 65,237,660.70 85,237,6 


4% Collateral Trust Bonds, 1929. $78,000,000.00 

5% Collateral Trust Bonds, 1946. 80,000,000.00 

5 % Western Tel. & Tel. Co. Bonds, 1932 9,985,000.00 

4% Convertible Bonds, 1936 . 3,127,000.00 

Convertible Bonds, 1933. 13,890,100.00 

4%% Coupon Notes, 1918. 15,455,000.00 

Notes to Associated Companies. 1,700,000.00 


,700,000.00 202,157,100.00 


Dividend Payable January 15,1917... $7,912,072.00 

Interest and Taxes Accrued, but not due 2,783,840.53 
Current Accounts Payable. 2,177,966.23 12,873,878.76 

Employees’ Benefit Fund.. 2,000,000.00 

Reserves for Depreciation and Contin¬ 
gencies. 31,092,679.88 

Surplus (including Capital Stock Pre¬ 
miums and excluding Debt Discount 

and Expense). 79,002,166.12 


Note: $34,709,000.00 Coupon Notes of Associated Companies, en¬ 
dorsed but not owned by this Company, are not included above in either 
Assets or Liabilities. 

CHARLES G. DuBOIS, Comptroller. 
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American Telephone and Telegraph Company 


Comparative Statement of Earnings and Expenses 

For the years 1915 and 1916 

ARNINGS: 

ividends.... 

iterest and other Revenue from 
dated Companies. 

1915 

.$25,662,616.00 

Asso- 

. 13,407,976.73 

. 6,544,462.41 

1916 

$26,710,690.58 

14,529,978.74 

8,136,314.23 

ther Sources. 

. 1,194,299.33 

1,555,067.89 

Total. 

.$46,809,354.47 

$50,932,051.44 

KPEKSES. 

. $5,691,867.19 

$6,188,674.99 

ET EaBNINGS. 

educt Interest. 

.$41,117,487.28 

. 6,498,849.72 

$44,743,376.45 

6,730,098.86 

Balance. 

educt Dividends. 

. $34,618,637.56 

. 29,100,591.03 

$38,013,277.59 

31,122,187.46 

Balance. 

. $5,518,046.53 

$6,891,090.13 

irried to Reserves. 

irried to Surplus.. 

. $2,500,000.00 

. 3,018,046.53 

$2,500,000.00 

4,391,090.13 

Total. 


$6,891,090.13 


CHARLES G. DuBOIS, Comptroller. 


jar 

Net 

i Dividends 

Added to 

Added to 


Revenue 

Paid 

Reserves 

Surplus 

00. 

. $5,486,058 

$4,078,601 

$937,258 

$470,199 

01. 

. 7,398,286 

5,050,024 

1,377,651 

970,611 

02. 

. 7,835,272 

6,584,404 

522,247 

728,621 

03. 

. 10,564,665- 

8,619,151 

728,140 

1,217,374 

04. 

. 11,275,702 

9,799,118 

586,149 

890,435 

05. 

. 13,034,038 

9,866,355 

1,743,295 

1,424,388 

06. 

. 12,970,937 

10,195,233 

1,773,737 

1,001,967 

07. 

. 16,269,388 

10,943,644 

3,500,000 

1,825,744 

08. 

. 18,121,707 

12,459,156 

3,000,000 

2,662,551 

09. 

. 23,095,389 

17,036,276 

3,000,000 

3,059,113 

10. 

. 26,855,893 

20,776,822 

3,000,000 

3,079,071 

11. 

. 27,733,285 

22,169,450 

2,800,000 

2,763,815 

12. 

. 32,062,945 

26,015,588 

2,800,000 

3,247,357 

13. 

. 32,920,090 

27,454,037 

2,500,000 

2,966,053 

14. 

. 32,334,814 

27,572,675 

2,500,000 

2,262,139 

15. 

. 34,618,638 

29,100,591 

2,500,000 

3,018,047 

16. 

. 38,013,277 

31,122,187 

2,500,000 

4,391,090 


CHARLES G. DuBOIS, Comptroller. 





























Patterson, Teele and Dennis 
Accountants and Auditors 
New York and Boston 


120 Broadway, New York, February 20, 192 

Mr. William J. Ladd, 

Mr. George B. Harris, 

Mr. Louis Curtis, 

Stockholders’ Committee, 

American Telephone & Telegraph Company. 

Sirs: 

We have audited the accounts of the American Telephone 
Telegraph Company, and of the thirty-two Subsidiary St; 
Companies owning Long Distance Toll Lines of the Bell Syst 
for the year 1916. These accounts are consolidated in : 
Balance Sheet herein referred to and published herewith. 

We have not audited the books of the Associated Compar 
whose capital stock is carried in; the accompanying Bala,; 
Sheet at $452,390,925.92. We have, however, examined 
reports of these Associated Companies for the year and h 
carefully considered the value at which the securities 
carried on the books of the American Telephone & Telegr 
Company. 

We certify that the accompanying Balance Sheet and Sts 
ment of Earnings and Expenses are in accordance with the bo< 
and fairly set forth the financial condition at December 
1916, and the net income for the year of the American Telepb 
& Telegraph Company. 

Patterson, Teele & Dennis, 

Accountants and Auditor 



